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On behalf of Pacific Bell, please find attached its written exparte presentation
concerning general methodologies regarding Pacific’s Incremental Cost Study for Traffic
Sensitive Access. Please associate this material with the above-referenced proceeding.
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General Methodologies re Pacific's Incremental
Cost Study for Traffic Sensitive Access

The study used by Pacific Bell identified the incremental costs
for two products: Feature Groups B and D. Each Feature
Group's costs were grouped into the following cost elements:

L Local Switching

- Originating

- Terminating

- By Set-up and Holding Time
L Local Transport
Tandem

- Distance sensitive
- Non-distance sensitive

These cost elements were aligned with their corresponding rate
elements.

The Local Switching element contains the traffic sensitive
local central office resources used to originate a call to, or
terminate a call from an Interexchange Carrier (IEC). The
Local Transport element contains the facilities from the local
central office, through a tandem where appropriate, to an IEC's
Point of Presence (POP).

An Incremental Cash Operating Expense model provided product
investment and non-investment related incremental operating
expenses to be spread into the above product cost elements.
These costs are:

] Direct Recurring Operating Expenses
L Secondary Operating Expenses

Direct recurring operating expenses included were the
maintenance and repair associated with switching, interoffice
facilities, and tandem investment.

Secondary non-investment related expenses were identified by
the Incremental Cash Operating Expense model and were placed in
the Local Switching Set-up cost element.

Terminating non-distance sensitive Local Transport costs
associated with both tandem and non-tandem terminated transport
were also identified.
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ILLUSTRATIVE EMBEDDED COST FACTOQORS

if n i nt:

The following information was extracted from Column N of

Pacific Bell's 1991 ARMIS 43-04 Report. The interstate traffic-

sensitive costsl are shown as a percent of relevant investment
categories.

Line Cateqory Amount Percen
Investment:
1004 General Support Facilities 438,779 27.4
1410 Central Office Equipment 1,049,663 66.1
1530 Cable and Wire 103,476 6.5
Total T.S. Investment 1,601,918 100.0
Costs:
5013 GSF - Maintenance 37,999
6020 GSF - Depreciation 29,837
Total GSF Costs 67,836
% Costs to Investment 15.5
5026 COE - Maintenance 53,806
6030 COE - Depreciation 35,476
6040 COE - Depreciatin 562
6050 COE - Depreciation 61,867
Total COE Costs 97,907
% Costs to Investment 9.3
5076 CsW - Maintenance ' 4,406
6070 Cs&W - Depreciation 5,618
Total C&W Costs ) 10,024
% Costs to Investment 9.7
TOTAL TRAFFIC SENS. Costs 175,767
% Costs to Investment 11.0

1 For simplicity, only maintenance and depreciation costs are
shown.
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2212
2211
2232
Total
F rs:
2212
Maintenance
Depreciation
Total 2212
2211
Maintenance
Depreciation
Total 2211
2232
Maintenance
Depreciation
Total 2232
Weighted LIDB Cost Factors:
(a)
Investment %
2212 31.2
2211 68.8
2232 -
TOTAL -00.0

LIDBL INCR

Inv men

Pt 32 Account

1

NTAL

For the Query rate element.
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T FACTOR
Amount
804.6
1,777.5
.2
2,582.3

(B)
Total

Cost Factor %

13.8
13.3

10.1

Percent

31.2
68.8

100.0

C=(AxB)
Wt Cost
Factor %
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[ ] Embedded 1991 Traffic Senstive

Costs to Investment 10.97
e Embedded 1991 COE

Costs to Investment 9.3
. LIDB

Costs to Investment 13.48

Note: Use of either the Traffic Sensitive or COE

embedded cost relationships will understate
incremental LIDB costs.



Only if a service were being offered which would use the
identical proportionate share of traffic sensitive investment
shown above, might it be acceptable to develop ma1ntenance and
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recorded in historical dollars, even if the proportionate
investment shares were identical, use of an aggregated cost
factor is questionable.

\

In addition, when forward-looking incremental investment levels
are used for costing purposes, it is not appropriate to use
embedded historical cost factors. Forward-looking investment
will not have the same proportionate share of technology as
embedded investment. It will also included different
maintenance and depreciation costs.

Furthermore, Pacific Bell does not calculate its cost factors
at an ARMIS level of detail. Rather it calculates factors at
the Part 32 subaccount level. (RIT and Depreciation factors
are calculated by depreciation rate category.) There is
considerable variation between cost factors developed at the
lowest level of detail.

If a service were proposed which consisted exclusively of COE
investment, use of an aggregate factor of 11.0% would produce
inflated costs. The factor for a service developed using 1991
COE plant levels would be 9.3%.



